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KEY ECONOMIC INDICATORS 
(Money Values in $US Billions Except as Noted) 


PERCENT 


est CHANGE 
Domestic Economy 1988 1986-1987 


Gross Domestic Product (market prices) : 96.0 18.3 
Gross Fixed Domestic Investment 19.8 19.1 
Private Consumption 55.6 20.3 
Government Consumption . 10:5 21.6 
Treasury Expenditures 27.0 18.8 
Treasury Receipts 22.4 14.2 
Government Fiscal Deficit 4.6 46.9 
Population (millions) j 38.1 e.3 
Per Capita GDP (SUS) 2700 19.2 
Manufacturing Volume Index . N/A auvS 
Mining Volume Index N/A -3.9. 
Nonagricultural Employment Index ‘ N/A os 


Balance of Payments and Foreign Investment 
Exports (FOB) 1 
Gold Output 
Exports to the U.S. (U.S. data) 
Imports (FOB) 
Imports from the U.S. (U.S. data) 
Trade Balance 
Current Account Balance 
Foreign Reserves Held by Reserve Bank 
U.S. Direct Investment (Book Value; 
U.S. data) 
External Public Debt 
Commercial Exchange Rate (USS$/rand) 
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Selected Growth Rates 

Gross Domestic Product 

Gross Domestic Fixed Investment 
Personal Consumption 

Government Consumption 

Consumer Price Index (year-end) 
Producer Price Index (year-end) 
Non-gold Export Volumes 

Import Volumes 
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Notes on Table: Primary data sources are the South African Reserve Bank and 


the Central Statistical Services. Data are subject to revision and may not 
appear as previously reported. Values for 1987 and 1988 have been forecast 
from data available as of December 1987, except for entries marked "N/A," for 
which no forecasts were made. Rand values have been converted into dollars 
using the exchange rates shown. Growth rates are real, reflect 
rand-denominated values, and may differ from growth in dollar-denominated 
values. Treasury receipts and expenditures exclude debt transactions. 
Population estimates are based on the 1985 census, adjusted to include the 
“independent” homelands. Indices are based on 1980 averages set at 100. 
Foreign reserves are year-end foreign currency reserves and gold holdings 
valued at 90 percent of recent average London gold fixings. 





SUMMARY 


Most of the classic early signs of a cyclical economic upswing 
have been evident in South Africa for nearly 2 years: lower 
interest rates, depleted commercial inventories, large trade and 
current account surpluses, and, until the recent crash, record 
prices on the stock exchange. In short, the "fuel" has become 
available for a strong economic recovery after 6 years of minimal 
growth. Moreover, the fiscal and monetary authorities have 
virtually pushed the economy's gas pedal to the floor with heavy 
deficit spending and negative real interest rates. Until quite 
recently, however, the recovery has failed to generate any 
sustained forward momentum. 


The key to creating sustained forward momentum for the economy has 
been a revival of domestic economic confidence, especially in the 
form of stronger consumer spending. Consumers have weathered a 
traumatic period of record personal indebtedness, record interest 
rates, falling real wages, and a rising tax burden relative to 
income. Their willingness and ability to borrow new money, and 
thus boost private-sector spending, have recovered only gradually, 
despite more stable domestic financial markets. Now that consumer 
borrowing is again showing signs of life, a recovery of domestic 
investment is needed to consolidate the upswing. However, the 
rate at which investment will recover is difficult to forecast 


accurately, depending as it does on the state of surplus capacity 
after years of minimal maintenance, business perceptions of long- 
term prospects, and adjustments to changing spending patterns. 


There are some signs that the modest recovery that began in 1987 
will carry forward into 1988: increases in world gold and other 
mineral prices, stronger growth in domestic monetary aggregates, 
and early indications of a good agricultural year. Economic 
analysts anticipate roughly 3 percent real economic growth in 
1988, with a current account balance of about $2 billion and 
inflation cooling to slightly less than 15 percent. However, 
until South Africa can normalize its external economic relations 
and create a firmer basis for internal stability, economic growth 
is likely to remain well below the 5 percert necessary to absorb 
new entrants in the labor market. 


Slow economic growth and the depressed value of the rand have cut 
sharply into U.S. exports to South Africa over the past several 
years. While market conditions may improve modestly in 1988, the 
best prospects remain in those areas where U.S. manufacturers 
maintain a technological advantage, such as mining equipment, 
process control equipment, computer hardware and software, and 
industrial and scientific instrumentation. In addition, there are 
business opportunities in the black community, particularly in 
consumer products, franchising, and joint ventures. 





RECENT ECONOMIC GROWTH TRENDS 


The economic recovery, which had proved surprisingly weak in the 
first half of 1986, gained a little more momentum in the second 
half. Performance nonetheless has remained uneven. Seasonally- 
adjusted and annualized real GDP growth rates by quarter were: 


4th 9. 1986 lst Q. 1987 2nd Q. 1987 3rd _Q. 1987 
3.5% 2% 1% 1.5% 


One positive sign for the recovery is that poor third quarter of 
1987 growth may be attributed to weak performances by the mining 
and agricultural sectors, whereas the rest of the economy grew an 
annualized and seasonally adjusted 6 percent. Admittedly. some of 
the factors that hurt primary sector output (e.g., a three-week- 
long strike by black mine workers) could be repeated in 1988 to 
the detriment of growth. On balance, however, strong growth 
outside of the primary sectors suggests that domestic economic 
confidence has in large measure returned. 


Gross domestic expenditure was boosted by a continued modest 
recovery in consumer spending, which has grown an average of 4 
percent (annualized and seasonally adjusted) over the past 5 
quarters. For example, vehicle sales rose sharply from their 
dismal 1986 level. Real domestic fixed investment continued to 
shrink (according to preliminary data) for the sixth straight 
year. Even here, however, the apparent reduction was quite 
modest. With durable goods spending on the upswing and some spare 
industrial capacity having been written off after years of 
Significant underutilization, the way seems clear for a modest 
upswing in investment. 


EMPLOYMENT AND LABOR 


The uneven economic upswing probably has reduced unemployment 
rates marginally in the short run, although the official data on 
black unemployment have been widely challenged. A government 
survey of black unemployment (excluding the "independent 
homelands") indicated that 15.8 percent were unemployed as of July 
1987, down from a January figure of 17.4 percent. However, in May 
1987 an official government advisory body, the President's 
Council, appeared to accept estimates of total unemployment of 
about 3.3 million in a work force of just over 12 million. 
Official surveys of "colored" and Asian unemployment in January 
1987 showed unemployment rates of 10.7 percent and 10.8 percent, 
respectively. 
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According to the Reserve Bank, nominal wages and salaries per 
employee in the nonagricultural sectors of the economy rose 14.4 
percent in 1986, compared to 11.1 percent in 1985. In real terms, 
remuneration per employee declined by 3.6 percent in 1986, versus 
a drop of 4.4 percent in 1986. Average wage rates in the 
manufacturing sector are low relative to the levels in the major 
industrialized countries. South Africa has no national minimum 
wage. The average factory wage rate for the first half of 1987 
was R3.05 an hour, an increase of 17.3 percent over the same 
period a year earlier (i.e., wages in manufacturing are roughly 
keeping pace with inflation). 


Black trade unions were accorded full legal status in 1979 and 
have grown tremendously since then. According to government 
estimates, trade union membership stood at 2,069,000 at the end of 
1986, and at least half of those trade union members were black. 
Strike action has increased steadily since 1983. In 1986, 
1,308,958 work days were lost to strike action, compared to 
678,274 in 1985 (an increase of 93 percent). The upward trend in 
strike action continued in 1987 at a rapid rate. According to 
private estimates, over 1 million work days were lost to strike 
action in the first half of 1987 alone (even before major August 
strikes in mining and postal services). 


MONEY AND PRICES 


South African authorities have maintained expansionary monetary 
and fiscal policies intended to rekindle economic growth and thus 
reduce black unemployment. Debt-weary consumers and investors 
initially failed to respond to this intended stimulus, apparently 
out of a combination of interest rate fears (most loans have 
variable rates) and broader concerns over the economic and 
political climate. The level of personal debt fell modestly from 
historic highs as consumers used extra income to pay off old 
obligations rather than enter into major new durable goods 
purchases. More recently, credit demand has begun a gradual 
recovery, reflecting, as examples, the stronger vehicle sales and 
rebuilding of commercial inventories. 


South Africa's inflation rate (which was 18 percent in 1986) has 
cooled modestly to around 15 percent at year-end, but has remained 
consistently far above those of the country's major trading 
partner countries since the early 1980s. Should inflationary 
pressures gain even more strength, the monetary authorities 
probably would react by tightening monetary policy somewhat, thus 
forcing the prime lending rate up from its current 12.5 percent, 
where it sat for virtually all of 1987. 





GOVERNMENT FINANCE 


The fiscal year 1987/88 budget called for a fiscal deficit before 
borrowing equivalent to 4.7 percent of forecast gross domestic 
product. Revenues were projected at R39 billion and expenditures 
budgeted at R46 billion. As a proportion of GDP, this target 
deficit would have been higher than those called for in the 
previous several budgets, but by no means a record. 


The actual fiscal deficit before borrowing is likely to approach 6 
percent for FY 1987/88. Many observers have noted that in the 
face of a weak aggregate demand in the first half of 1987, 
government spending played a major role in maintaining the forward 
momentum of the economic recovery. In any case, over-budget 
spending has long been a regular feature of the South African 
budgetary process. For example, a target deficit of R3.9 billion 
was set in the 1986/87 budget, equivalent to 2.7 percent of GDP; 
the actual fiscal deficit before borrowing was R6.4 billion, or 
some 4.8 percent of GDP. 


BALANCE OF PAYMENTS 


South Africa has achieved a substantial surplus on its current 
account in 1987 for the third consecutive year. Export growth was 
in a sense illusory, however, being a function only of improving 
terms of trade, rather than of larger volumes; total export 
receipts grew as a result of a higher dollar-denominated world 
gold price. The volume of nongold exports stagnated under the 
twin pressures of international trade sanctions and a weak market 
for South Africa's other commodity exports. Gold production 
actually fell from some 640 tons in 1986 to about 605 tons in 
1987, the result of mines working lower average ore grades and the 
three-week-long black mineworkers' strike. Import volumes, on the 


other hand, grew moderately as a result of the gradual economic 
recovery. 


The current account surplus of some $3.2 billion was ample to 
cover foreign debt repayments. Indeed, net capital outflows were 
small, especially in the first half of the year. Some foreign 
trade credits were resumed, generating a tiny capital inflow. 
More importantly, only a modest amount of foreign debt was repaid 
through June, as provided under the terms of the first (March 
1986) “interim debt accord" with major commercial creditor banks. 
(The accord had been reached after a serious liquidity crisis had 
led South African authorities in August 1985 to suspend most 
principal repayments on the country's foreign debt.) A new 
interim accord was reached in early 1987 that effectively 
rescheduled South African debt through 1990. In addition, some 
banks appear to be exercising an option under this second interim 
accord to convert their debt within the "standstill net" to 10 
year loans. 


In addition to allowing modest debt repayments, the authorities 





have been able to apply the strong current account surplus to 
rebuilding foreign currency and gold reserves, and stabilizing the 
South African rand. Total foreign reserves held by the Reserve 
Bank have more than doubled since April 1986, reaching the 
equivalent of 3 months' merchandise import cover, up from a low of 
only 1.5 months in early 1986, despite stronger import demand. 

The rand varied roughly between 47 and 51 U.S. cents in 1987, 
compared to a range of 38 to 50 U.S. cents in 1986. 


MINING 


In 1986, mining and quarrying contributed 16 percent of GDP, while 
mineral and processed mineral exports accounted for about 
two-thirds of total exports. The industry was one of the larger 
sectors in terms of employment, with 782,000 persons earning a 
total of more than R6 billion. Gross domestic fixed investment in 
mining and quarrying grew by 14 percent in constant prices in 
1986, in contrast to falling investment elsewhere in the economy. 


Mineral export revenues, which were 85 percent of total mineral 
sales, increased by 14 percent to R25 billion in 1986. Most of 
the increase was attributable to higher prices for gold, which 
constituted 69 percent of mineral exports, platinum group metals 
(6 percent of mineral exports), and diamonds (2 percent). Coal, 
which is the second largest foreign exchange earner after gold, 
maintained volume and prices at 1985 levels despite depressed 
world markets. Processed mineral exports such as ferroalloys, 
aluminum and vanadium rose by 24 percent to R2.3 billion. 


Precious metals have continued to be the outstanding performer in 
1987. Increased gold prices have more than offset declining gold 
production, resulting from reduced average grades, and a decline 
in production in August caused by tre mine strike. Although some 
analysts question how long the bull market in platinum can last, 
higher prices this year will probably push platinum group metals 
into being the second largest export earner, ahead of coal. 

Strong European demand and new production capacity coming on 
stream could assure its number two position within a few years 
unless the coal market improves substantially. Despite South 
Africa's status as a low-cost producer, the coal industry was the 
biggest loser in 1987, suffering from sanctions, high rail freight 
rates, low energy prices, and increased worldwide output. For the 
mining industry as a whole, investment grew a further 12 percent 
in the first half of 1987 over the same period in 1986, with most 
of the new investment focused on precious metals and diamonds. 


AGRICULTURE 


Recent early summer season rainfall set records for September 
precipitation in many areas and caused extensive flood damage in 
Natal. The rains were beneficial for subsoil moisture and the 
replenishing of irrigation water supplies leading to improved 





summer grain prospects. The wheat crop benefited immediately and 
the 1987 crop will now be sufficient for domestic consumption, 
alleviating the need for imports. Under normal conditions, the 
corn crop prospects would be considered to be very favorable at 
this stage. Depressed international market conditions are, 
however, causing the industry to reconsider its traditional role 
as an exporter. 


Under normal conditions, domestic corn producer and selling prices 
were set by the government, and export profits accumulated in the 
stabilization fund of the Maize Board. Over the past few years, 
inflation put upward pressure on domestic price levels, while the 
international market declined resulting in a accumulated loss of 
R493 million in the stabilization fund at the end of the 1986/87 
marketing season on April 30, 1987. Current FY 1987/88 export 
losses are estimated at R215 per metric ton based on the producer 
price and storage and transport costs to the ports. The South 
African government subsidizes domestic prices but has not granted 
export loss assistance except for ad hoc payments to bolster 
domestic producer payments. 


OUTLOOK 


Economic analysts anticipate roughly 3 percent real economic 
growth in 1988, with a current account balance of about $2 billion 
and inflation cooling to slightly less than 15 percent by 
year-end. Many factors could alter this forecast, however, such 
as sharp changes in the world gold price, OECD growth rates, or 
the level of political protest within South Africa. 


In the early stages of an upswing, manufacturing output is boosted 
largely by hiring retrenched workers, rather than by building new 
plant and equipment. This becomes less true as fixed investment 
begins to recover. At that stage, a given amount of economic 
growth is likely to produce fewer new jobs. For this reason, the 
3 percent growth that is expected in 1988 may have less of an 
impact on unemployment than the roughly 2.5 percent growth in 1987 
did. Indeed, over the long haul, many observers believe that 
South Africa will need some 5 percent real growth just to keep 
unemployment from rising. 


The balance of payments is unlikely to constrain the import of 
capital and intermediate goods needed for growth next year. 
Stronger foreign reserves, a relatively stable rand, a massive 
current account surplus, and tight foreign currency controls will 
provide a cushion against new foreign capital shocks. On the 
other hand, demand for South Africa's nongold exports will have an 
important impact on total demand within the country. Thus, the 
rate of OECD growth will affect South Africa's growth rate, 
especially if a world economic recession occurs. 


A higher gold price in 1988 would not necessarily speed South 
Africa's upswing; in the short-run, gold output falls as its price 





rises, thus dampening activity within the economy. However, the 
psychological benefit of the higher price probably would outweigh 
this effect. Important factors influencing the performance of 
nongold mineral exports include the value of the rand against 
major foreign currencies, the local inflation rate, and the demand 
for minerals by the industrial countries. A gradual rise in the 
exchange value of the rand against the dollar in 1987 has dampened 
the benefits of higher dollar prices for minerals. However, if 
the rand does not appreciate further, higher dollar prices would 
improve earnings. Higher base metal prices (nickel, copper, lead, 
and zinc) and increased processed mineral prices (aluminum and 
most ferroalloys) should boost dollar earnings from these exports. 


In recent years, agricultural-sector performance has affected 
overall economic growth by as much as 1 percentage point or even 
more. To better balance supply and demand for the corn crop, 
various new schemes have been announced. Most damaging to the 
corn farmer is a sliding scale of producer prices planned for the 
1988/89 crop. For total producer deliveries to the Maize Board of 
6 million tons, farmers can expect between R255 and R260 per ton, 
but for total deliveries of 12 million tons, the producer price 
will fall to R150 or R155 per ton. In addition, a scheme to 
facilitate the switching of low potential cropland to perennial 
pastures was instituted, with subsidies of R130 per hectare. The 
initial effect of this scheme probably will be limited since 
farmers will have to change their traditional farming patterns, 
suitable pasture seed is in short supply, livestock to utilize the 
fodder is very expensive, and, given the lingering impact of the 
drought, many farmers will not be able to finance the changeover. 


The situation regarding summer grain production prospects is still 
very unclear, while the possible land use switch to other cash 
crops is causing further concern. Any major switch from corn 
plantings can cause overproduction and export losses for the 
alternative crops produced such as oilseeds, wheat, sorghum, and 
cotton. The agricultural problems forecast for South Africa for 
production year 1987/88 are more market- and surplus-oriented than 
the drought-related problems of the past few years. The problems 
are also concentrated in the summer cash crop sphere while the 
traditional wool, mohair and fruit product exports are still doing 
well in spite of sanctions. 


IMPLICATIONS FOR THE UNITED STATES 


Opportunities for the sale of American products in South Africa 
are limited by several factors. While the South African economy 
is moving gradually out of a deep recession, import volumes are 
still at a low level; in the third quarter of 1987, they were only 
80 percent of 1980 levels. Comparative advantages in the terms 
and conditions of credits that foreign companies make available 
may be accelerating the swing away from American goods. While 
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normal, established supplier credits, such as short-term letters 
of credit or open accounts, are not included in the U.S. loan and 
investment barriers, most American banks ceased to offer these 
facilities as of 1985. Commercial credits are now channeled 
through third countries, in some cases through our direct 
competitors. In addition, disinvestments by about 100 American 
subsidiaries in the past 3 years may encourage the new managements 
to consider the products of alternative suppliers. 


The Comprehensive Anti-Apartheid Act of 1986 confirmed and 
extended the ban on the supply of all commodities to the South 
African security forces, extended the ban on computer sales to 
listed entities, embargoed all exports to the United States by 
South African parastatals (except strategic minerals), and closed 
American import markets to South African textiles, clothing, iron 
and steel, uranium, agricultural products and edible materials. 
The legislation is the apparent cause of a dramatic drop in South 
African shipments into the United States which became evident 
during the first half of 1987. This export trade had been 
remarkably steady at just over $2 billion annually for each of the 
preceding 5 years. It showed little seasonality. From January to 
June 1987, however, it collapsed and, projected to year-end, will 
probably not exceed $1.3 billion, or one-half of 1986's total. 

The dollar value of American shipments to South Africa has not 


declined when compared to the previous 2 years and is likely to be 
about $1.2 billion. 


While export possibilities to South Africa are not bright, there 
are some prospects, particularly where U.S. manufacturers maintain 
a technological advantage. Market demand for U.S. computer 
hardware, software, and peripherals remains strong, but exporters 
must take into account U.S. laws regarding such exports. The 
Anti-Apartheid Act prohibits sales of computers, software, and 
technology to certain entities of the South African Government 
(which accounts for an estimated 40 percent of the market), 
including the military, police, and apartheid-enforcing agencies. 
Computer sales to South Africa, as to other countries, are subject 
to U.S. export controls. 


The markets for U.S. mining equipment, process control equipment, 
industrial and scientific instrumentation, and public 
transportation equipment have been historically strong. 
Modernization and rationalization of productive capacity may 
involve greater automation of private sector operations and lead 


to increased imports of automation equipment, industrial controls, 
and instrumentation. 


Urbanization will provide opportunities for fast food, 
laundromats, and other self-service operations and for 
do-it-yourself outlets. Over the longer term, consumer spending 
among blacks is likely to continue to increase faster than that of 
the white population. American firms offering products or 
services catering to the preferences and pockets of the black 


consumer market could win important shares of it. Many South 
African blacks are first-time 
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buyers of consumer durables and luxury consumables including 
toiletries, cosmetics, and quality clothing, where a distinct 
preference for American style is evident. 


Black entrepreneurs are increasingly active in modern business 
sectors. Apartheid has inhibited black entrepreneurs from gaining 
experience, and franchising, with its framework and formulas, may 
provide a support structure measurably improving the new 
businessman's prospects of success. Furthermore, some central 
business districts have been opened to all races, while a slow 
pruning of inhibiting commercial regulations has begun. Some of 
the immediately interesting possibilities for American franchisors 
are auto parts and service, quick printing, hairdressing and 
beauty treatment, employment and staff training, dry cleaning, 
industrial catering, and plant maintenance. The franchisor must 
be committed to share in the initial investment or offer long-term 
credit in a sector short of venture capital. Investment in 
black-owned businesses is permitted by the Comprehensive 
Anti-Apartheid Act of 1986. The Export-Import Bank has been 


mandated by Congress to extend its support to developing black 
business. 


For American subsidiaries here and for U.S. traders selling to the 
market through independent distributors, a major concern is the 
proliferation of South Africa-targeted economic sanctions being 


imposed by U.S. state and municipal jurisdictions. The issue of 


constitutional preemption has yet to be decided conclusively by 
U.S. courts. 


The U.S. Foreign Commercial Service maintains an office in 
Johannesburg where counselling and introductions to the business 


community can be made available to Americans seeking opportunities 
in the South African business community. 











